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Real Estate Strategic Outlook: Australia
Cap rate expansion shifts focus to rental growth 
Interest rates are likely to be higher for longer 
The Reserve Bank of Australia (RBA) has delivered three con-
secutive rate hikes over the first half of 2026, as headline in-

flation spiked to 4.6% (March 2026). While most of this in-
crease can be attributed to rising automotive fuel prices due 
to the Middle East Conflict and Electricity prices following an 

end to government subsidies, there remain pockets of mo-
mentum in Residential Rents and New Dwelling Purchase 
Construction Costs. The RBA remains hawkish with the ex-

pectation that inflation could remain elevated over the next 
12-18 months, though largely contingent on the duration of 
the Middle East Conflict. Economic growth is likely to be a 

little weaker in the near term, though Australia remains the 
favourable in the APAC region. Most economists and major 
banks forecast one to two more rate hikes over 2026. 

Rising cost of debt to place upwards pressure on cap rates 

Most sectors have experienced moderate growth in capital 
values over the first half of 2026; however, we anticipate a 

softening in cap rates looking forward. 3yr swap rates have 
increased by 75bps over the past 6 months, while 10yr gov-

ernment bond yields are hovering around 5.0% (June 26), 

pressuring short-term financing and long-term pricing expec-
tations (risk premiums). The Australian market could poten-

tially see cap rate expansion between 10-50bps over the next 

two years, before moderating inline with the interest rate cy-
cle. Rental growth is likely to mitigate much of the impact on 

capital values, though Retail and Industrial look more ex-

posed. Cap rate movements are likely to be less pronounced 
in the Residential sector given the weight of capital, scarcity 

of product and strong underlying rental growth expectations. 

Residential: Our top pick for the Australian market 

The Australian Build-To-Rent (BTR) sector continues to tran-

sition from an emerging to an institutional asset class. By the 

end of 2026 there will be an estimated 21,096 operational 
BTR units nationally, with Melbourne reflecting 65% of the 

market share. While momentum in development activity is a 

positive for liquidity, Institutional BTR assets only reflect ap-
proximately 1% of the total rental supply, with the bulk pro-

vided by existing mum‑and‑dad stock. Proposed changes to 
negative gearing and capital gains tax (CGT) for newly pur-
chased existing assets announced in the Federal Budget look 

to redirect capital flows towards new builds/BTR. Over the 
next 5 years we believe there will be greater pressure on in-
stitutional BTR to deliver rental supply to the market and with 

only 50% of projects currently funded, rental vacancy could 
tighten further driving stronger rental growth. 
 

Sydney and Brisbane remain our top picks underpinned by 

challenged purchase affordability, lower rental vacancy and 
significant infrastructure investment. 

Office: Sydney and Brisbane markets better positioned 

The Australian CBD office market fundamentals are well po-
sitioned to absorb a period of economic uncertainty. Net ab-
sorption has been positive over the 12 months to December 

2025, as occupiers continue to favour newer, prime grade as-
sets. Leasing options in core locations are becoming limited, 
leading to rental growth outperformance and improving in-

centives. The Brisbane market continues to be the standout 
performer recording double digit rent growth YOY, while 
Sydney presents a buy opportunity with prime grade assets 

at a 15% discount to peak valuations. While we anticipate cap 
rates could expand approximately 30bps over the short term, 
we believe the rental growth outlook is more favourable in 

Sydney and Brisbane with both markets likely to see vacancy 
improve over 2026. 

Industrial: Short-term headwinds 

The Australian Logistics market continues to experience a 

broad-based slowdown in leasing demand; however limited 

supply could provide some support. Occupiers have been 

cautious to start the year as higher fuel prices weigh on mar-

gins, particularly 3PL companies. Household spending is be-

ginning to slow, which is likely to influence space require-

ments. Rising vacancies continues to weigh on incentives 

and subsequently effective rental growth, more pronounced 

in the Melbourne market. Rising vacancy could see weaker 

rental growth over the next 12-18 months, impacting capital 

values, though the Brisbane market is more resilient. Over 

the mid-to-the-longer term the supply pipeline is largely con-

tingent on pre-commitments, which is likely to provide sup-

port to market vacancy and underlying rental growth. 

 

Sydney Residential Vacancy vs Rent Growth*, 2026-2030f 
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Important information  

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment 

products, or DWS Investment Management Americas, Inc. and RREEF America L.L.C., which offer advisory services.  

Please note certain information in this presentation constitutes forward-looking statements. Due to various risks, uncertainties and assump-

tions made in our analysis, actual events or results or the actual performance of the markets covered by this presentation report may differ 

materially from those described. The information herein reflects our current views only, is subject to change, and is not intended to be 

promissory or relied upon by the reader. There can be no certainty that events will turn out as we have opined herein. 

For North America: 

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment 

products, or DWS Investment Management Americas, Inc. and RREEF America L.L.C., which offer advisory services. 

 

This material was prepared without regard to the specific objectives, financial situation or needs of any particular person who may receive 

it. It is intended for informational purposes only. It does not constitute investment advice, a recommendation, an offer, solicitation, the basis 

for any contract to purchase or sell any security or other instrument, or for DWS or its affiliates to enter into or arrange any type of transaction 

as a consequence of any information contained herein. Neither DWS nor any of its affiliates gives any warranty as to the accuracy, reliability 

or completeness of information which is contained in this document. Except insofar as liability under any statute cannot be excluded, no 

member of the DWS, the Issuer or any office, employee or associate of them accepts any liability (whether arising in contract, in tort or 

negligence or otherwise) for any error or omission in this document or for any resulting loss or damage whether direct, indirect, consequen-

tial or otherwise suffered by the recipient of this document or any other person. 

 

The views expressed in this document constitute DWS Group’s judgment at the time of issue and are subject to change. This document is 

only for professional investors. This document was prepared without regard to the specific objectives, financial situation or needs of any 

particular person who may receive it. No further distribution is allowed without prior written consent of the Issuer. 

 

Investments are subject to risk, including market fluctuations, regulatory change, possible delays in repayment and loss of income and 

principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any point 

in time. 

 

An investment in real assets involves a high degree of risk, including possible loss of principal amount invested, and is suitable only for 

sophisticated investors who can bear such losses. The value of shares/ units and their derived income may fall or rise. 

 

War, terrorism, sanctions, economic uncertainty, trade disputes, public health crises and related geopolitical events have led, and, in the 

future, may lead to significant disruptions in US and world economies and markets, which may lead to increased market volatility and may 

have significant adverse effects on the fund and its investments.  

 

For Investors in Canada. No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or 

the merits of the securities described herein and any representation to the contrary is an offence. This document is intended for discussion 

purposes only and does not create any legally binding obligations on the part of DWS Group. Without limitation, this document does not 

constitute an offer, an invitation to offer or a recommendation to enter into any transaction. When making an investment decision, you 

should rely solely on the final documentation relating to the transaction you are considering, and not the document contained herein. DWS 

Group is not acting as your financial adviser or in any other fiduciary capacity with respect to any transaction presented to you.  Any trans-

action(s) or products(s) mentioned herein may not be appropriate for all investors and before entering into any transaction you should take 

steps to ensure that you fully understand such transaction(s) and have made an independent assessment of the appropriateness of the 

transaction(s) in the light of your own objectives and circumstances, including the possible risks and benefits of entering into such transac-

tion. You should also consider seeking advice from your own advisers in making this assessment. If you decide to enter into a transaction 

with DWS Group, you do so in reliance on your own judgment. The information contained in this document is based on material we believe 

to be reliable; however, we do not represent that it is accurate, current, complete, or error free. Assumptions, estimates, and opinions 

contained in this document constitute our judgment as of the date of the document and are subject to change without notice. Any projections 

are based on a number of assumptions as to market conditions and there can be no guarantee that any projected results will be achieved. 

Past performance is not a guarantee of future results. The distribution of this document and availability of these products and services in 

certain jurisdictions may be restricted by law. You may not distribute this document, in whole or in part, without our express written permis-

sion. 

 

For EMEA, APAC, LATAM & MENA: 

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering 

products or services are specified in the relevant documentation. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and 

its officers and employees (collectively “DWS”) are communicating this document in good faith and on the following basis. 

 

This document is for information/discussion purposes only and does not constitute an offer, recommendation, or solicitation to conclude a 

transaction and should not be treated as investment advice. 

 

This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations 

requiring the impartiality of financial analysis or prohibiting trading prior to the publication of a financial analysis. 
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This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 

projections, opinions, models, and hypothetical performance analysis. No representation or warranty is made by DWS as to the reasonable-

ness or completeness of such forward looking statements. Past performance is no guarantee of future results. 

 

The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, com-

pleteness, or fairness of such information. All third-party data is copyrighted by and proprietary to the provider. DWS has no obligation to 

update, modify or amend this document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, 

projection, forecast, or estimate set forth herein, changes or subsequently becomes inaccurate. 

 

Investments are subject to various risks. Detailed information on risks is contained in the relevant offering documents. 

 

No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of 

assumptions which may not prove valid. 

DWS does not give taxation or legal advice.  

 

This document may not be reproduced or circulated without DWS’s written authority.  

 

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in 

any locality, state, country, or other jurisdiction, including the United States, where such distribution, publication, availability, or use would 

be contrary to law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction not cur-

rently met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to 

observe, such restrictions. 

 

© 2026 DWS International GmbH 

Issued in the UK by DWS Investments UK Limited which is authorised and regulated by the Financial Conduct Authority (Reference number 

429806). 

© 2026 DWS Investments UK Limited 

 

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not been reviewed by 

the Securities and Futures Commission. 

© 2026 DWS Investments Hong Kong Limited 

 

In Singapore, this document is issued by DWS Investments Singapore Limited and the content of this document has not been reviewed by 

the Monetary Authority of Singapore. 

© 2026 DWS Investments Singapore Limited 

 

In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640) and the content of this 

document has not been reviewed by the Australian Securities Investment Commission. 

© 2026 DWS Investments Australia Limited 

For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda 

only in compliance with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda. 

Additionally, non-Bermudian persons (including companies) may not carry on or engage in any trade or business in Bermuda unless such 

persons are permitted to do so under applicable Bermuda legislation. 

 

For investors in Taiwan: This document is distributed to professional investors only and not others. Investing involves risk. The value of an 

investment and the income from it will fluctuate and investors may not get back the principal invested. Past performance is not indicative 

of future performance. This is a marketing communication. It is for informational purposes only. This document does not constitute invest-

ment advice or a recommendation to buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of an offer to buy 

any security. The views and opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated 

companies at the time of publication. Certain data used are derived from various sources believed to be reliable, but the accuracy or com-

pleteness of the data is not guaranteed, and no liability is assumed for any direct or consequential losses arising from their use. The dupli-

cation, publication, extraction, or transmission of the contents, irrespective of the form, is not permitted. 
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